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Your guide to risk mapping: Oxford Risk

The purpose of this guide is to help Advisers to select suitable Parmenion 
Portfolios using the Oxford Risk suitability tools.

An introduction to Oxford Risk 
Oxford Risk was founded in 2002 by a team of behavioural scientists from Oxford University. They are a leading provider 
of suitability tools and risk profiling solutions and they provide financial decision support software to the world’s 
top financial institutions. Oxford Risk believe in harnessing the power of behavioural finance and technology to help 
Advisers and investors to make the best decisions more effectively. www.oxfordrisk.com

Oxford Risk approach to risk profiling
A Risk Profile is used to determine the right level of risk for each investor to take with their investible assets, given 
their financial personality and current financial situation. Investors’ risk profiles are determined by a combination of 
their Risk Tolerance (their willingness to take risk) and their Risk Capacity (their financial ability to take risk).

Risk Tolerance is an investor’s long-term psychological willingness to trade-off risk and return and is measured 
using the Oxford Risk risk tolerance questionnaire. This is a psychometric questionnaire, which comprises several 
statements that have been selected from over 500 items using sophisticated psychometric and statistical analyses 
of responses from a broad baseline population. Responses are used to determine the overall risk tolerance score, 
where higher scores represent higher levels of risk tolerance and lower scores represent lower risk tolerance.  
The scores are aggregated and mapped to five, or in some cases seven, risk tolerance categories ranging from  
very low to very high. Each category is then mapped to the appropriate levels of risk as shown in the tables below.

Risk Capacity is a measure of an investor’s ability to take investment risk and is measured using the Oxford Risk 
risk capacity tool. Risk capacity assesses the level of risk that investors can afford to take with their investible 
assets today, given their current circumstances, time horizons, and future goals. Risk capacity is calculated by 
comparing investors’ investible assets with their total net wealth, and determines whether it is appropriate to shift 
the investor’s risk profile up or down relative to that indicated by their risk tolerance alone. The risk capacity tool 
also guides investors on whether they should reduce spending, re-evaluate their goals, reduce debt, or consider 
selling assets.

Mapping risk profiles to appropriate investment risk levels
Oxford Risk’s mapping methodology is based on a combination of investment theory, decision theory, and 
behavioural science, and is unique in both its reliability and its accuracy. Every risk profile is mapped to a specific 
utility function that represents those investors’ willingness to trade-off long-term risk and return. This is then 
compared to the set of available long-term risk return combinations to establish the combinations that would be 
preferred by each risk profile.

For example, our methodology shows that a moderate risk investor (from a five category solution) should have a 
long-term annualised risk level for their total investible wealth of between 8% and 12.5%. This is consistent with 
standard industry practice. For example, a simple blend of 50% equities and 50% bonds falls squarely into this 
category, where we would expect it to, providing a valuable sense-check.
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This methodology provides a theoretically robust solution for how to map investors to investments, something that 
has conventionally been done by guesswork and handwaving. In particular, there are two common practices in 
providing such mappings that are dangerously inadequate, and should ring warning bells for users:

1. Any methodology which uses samples of investors’ actual portfolios to calibrate what the “right” portfolio 
risk should be. It is flawed to link the long-term risk people should have with the portfolios they do have. 
Substantial evidence tells us that actual decisions are a poor reflection of long-term preferences.

2. Any methodology that picks off a portfolio from an efficient frontier, whilst simply guessing what the right level  
of risk (or “volatility”) is for each risk profile, without a coherent approach to establishing this, or explaining why.

Mapping an Oxford Risk profile to a Parmenion solution
To map Parmenion portfolios to the most appropriate risk profile Oxford Risk establishes the forward-looking  
long-term equilibrium risk of each asset allocation, without anchoring this on recent history, or on any one particular 
past asset path. The past offers some guide to the risk of the future, but we should not expect the future  
to exactly replicate the past. 

Instead, Oxford Risk generates a large number of possible future asset price paths, drawing on the past distribution 
of returns for all asset classes using a representative index for each asset class. Synthetic portfolio values are then 
calculated on each of these paths based on Parmenion’s asset allocations, with periodic rebalancing, to estimate 
the long-term risk levels of each portfolio. These risk levels are then compared to the long-term risk ranges in the 
tables below to establish the appropriate risk profile for each Parmenion solution.

The tables below show the long-term risk level estimates for the ten Parmenion Portfolios and their mapping to the 
five and seven Oxford Risk profiling solutions.

It’s worth noting that: 

• It is typical for some categories to contain multiple portfolios – if this is the case there is flexibility to choose 
whichever is more appealing since all portfolios in that category will fully satisfy the suitability requirements.

• It is also usual for there to be no single portfolio mapping to the highest risk profile. Investors in this 
category should hold the riskiest of the available funds, but also have some scope and flexibility to devote  
a portion of their overall wealth to some higher risk investments if desired.

• Funds that are close to the profile boundaries (those marked with an asterisk in the table) may be reasonably 
offered to investors on either side of the boundary, particularly those funds near the upper bound (which are 
on the verge of being too high risk for the category they are in).

 In all cases it is the responsibility of the Adviser to choose the most suitable investment solution.

Disclaimer
This mapping document is intended for use with the latest Oxford Risk suitability tools. Please enquire with the 
provider of your Oxford Risk Questionnaire directly to ensure that it is within its warranty period and has been 
calibrated recently. Certain versions of the Oxford Risk questionnaire are specific to the original client organisation’s 
requirements and investment solutions and are consequently not freely interchangeable. It is the responsibility 
of the advisor to use the correct questionnaire and to ultimately determine the most appropriate risk profile.
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Mapping tables - five profile mapping

*Funds marked with an asterisk above are close to the boundaries of the risk profile.
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1 0.00 - 4.50% Risk Grade 1
Risk Grade 2

1.10% 
4.00%

2 4.50 - 8.00% Risk Grade 3
Risk Grade 4

5.40% 
7.30%

3 8.00 - 12.50%
Risk Grade 5
Risk Grade 6 
Risk Grade 7*

9.30% 
10.60% 
12.40%

4 12.50 - 18.00%
Risk Grade 8
Risk Grade 9 

Risk Grade 10*

15.50% 
16.50% 
17.70%

5 18.00 - 25.50%
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Mapping tables - seven profile mapping

SU
IT

AB
LE

  
RI

SK
 R

AN
GE

IN
VE

ST
M

EN
T 

 
M

OD
EL

S

LO
N

G-
TE

RM
  

RI
SK

 E
ST

IM
AT

ES

 

1 0.00 - 3.00% Risk Grade 1 1.10%

2 3.00 - 5.50% Risk Grade 2 
Risk Grade 3*

4.00% 
5.40%

3 5.50 - 8.50% Risk Grade 4 7.30% 

4 8.50 - 12.00%
Risk Grade 5
Risk Grade 6 9.30% 

10.60%

5 12.00 - 15.5%
Risk Grade 7 
Risk Grade 8* 12.40% 

15.50%

6 15.50 - 20.50% Risk Grade 9 
Risk Grade 10

16.50% 
17.70%

7 20.50 - 26.50%
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*Funds marked with an asterisk above are close to the boundaries of the risk profile.


